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Summary

Over the past decade, the Detroit Public School system- (DPS) has reduced expenditures by over half and closed over 150
schools (62%) but has not been able to keep pace with the nearly 70% dechne in students

In contrast o the city, most of DPS’s debt is elther owed. dlrectly to state, backed by the state, or is an obligation owed to the

state teacher pension system

DPS’s current operating debt is apprommate!y $515m or $11, OOO per pupil. Debt service is approximately $50m per year

The transition to the new DPS will take another $200m for facility costs, working capital, and minimum educational

mvestments

| Bankruptcy is a terrible option for'the. distriét' The bén'kruptc':ybzrocess is always uncertain, but in the end, it will cost the state

more than double the cost of the proposed legisiation. At a minimum, we know bankruptcy will disrupt the district for 8 to 12
months and earn the lawyers, bankers and consultants $7510 $1 00m

In addition to long term sO!vency, the district faces a near term cash crisis. Barring legislative action, the district will run out of

The proposed legislation will fund DPS’s legacy debt and give the district a chance. More will need to be done, but without
some kind of Old Co/ New Co:structure, the district will financiaily fail




DPS has closed more than 150 buildings and cut over $800M in expenses since
2005 but expenses continue to exceed revenue

Detroit Public Schools, Revenue and Expenditures
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* Includes elementdry schools, middie schools, high schools; alternative edlucation schools, special 1 Includes one-time grant revenue awarded under the American Recovery and Reinvisstriient Act (ARRA)
education schools; and career technical and vocafional centers; includes creation of EAA resulted in 1 Includes $245M revenue from:new bond issuance, Deficit would have been § (37M) without issuance -~ - 3
transfer of 15 schools in FY13. Source: Detroit Public Schools Comprehensive Annual Financial Reports




Approximately $515M of Iegacy ob_l__lgations and $200M of start-up costs will
remain with OldCo

+ OldCo will continue to operate in its current forfnthrough 6/30/2016 ("FY167)
» Therefore, FY16 will be a transitional year until NewCo becomes effective 7/1/2016 ("FY177)
+ The legacy operating liabilities of DPS as of June 30, 2016 are estimated to be ~$515M

+ |n addition to $200M in startup/reinvestment liabilities OldCo is also responsible for $515M in legacy
habllltles for a total of $715M which is expected to be repaid by FY26

($ in millions)

' Start-up costs / reinvestment financing - %200
~ Total 75




NewCo will need an estimated $200M for startup and transition related costs.

. ($ in millions)




What are the implications of doing nothing?
State could become liable for a majority of DPS’ costs and obligations

» The State is required to ensure e_djucatiQn_i_s provided to over 47,000 pupils currently enrolled in DPS.

. 1f DPS is unable to support current operating and legacy expenditures, it may need to consider formal
insolvency proceedings, potentially requiring the State to finance the following obligations:

*Risk assessment relates to impact to State; “Direct” denotes liabilities that immediately fall onto the State or statewide municipalities, “Potential direct’ denotes
liabilities with uncertainty what bankruptcy ruling would be, “Indirect” denotes liabilities which are indirectly associated with the State and where default would
negatively affect other important or critical local and state-wide market participants that in turn could default.




DPS faces near term cash shortfalls

+ DPS has taken recent action to
address the mounting cash flow
troubles, including more cost
reductions, State Aid Note (“SAN")
debt issuance ($120Min Sep’15),
and deferrals

- ‘Even so, DPS'is expected to face a
 cash shortfall of ~$45M by June 2016

e We are exploring options to address
~ the FY16 shortfall mcludlng the
following:

-~ Further deferrals -

— Personnel and beneﬂts
reductions (transformatlonai L
savings) G

— Another refunding 'and/or
- SAN/TAN transactlon

— Distress funding from State (e

Jul Aug Sep Oct Nov Dec Jan F_eb[M_ar Apr May Jun Jul Aug Sep]. ~cash flows presented do not
I ' ' I : ‘ ' include distressed district fun_ds of

e I
| - 2015 | S 2018 . $50M)

Ending Cash Balance
o - ($ in millions)




Overview — NewCo and OIdCo

2016 (“FY1 _7") |

- Operating assets 'ahd opefations of
DPS will be transferred to NewCo;

— State aid (i.e. Foundation allowance) is :
restored to replace loss of property tax
revenue to OldCo

- NewCo has access to $200M in start-
~ uplreinvestment financing

~ FY16 is a transitional yearffé;r_ DPS, and
will require incremental funding to
cover the cash shortfall - =

:Majonty of operatmg debt and legacy

- . obligations remain with OldCo

Property tax operating revenue (18
non-homestead mills and 6 mills on
commercial personal property) remains
with OldCo to service obligations

In addition to $200M in
startup/reinvestment liabilities OIdCo IS
also responsible for $515M in legacy
liabilities for a total of $715M, which is

expected to be repaid by FY26




Legislative ‘OldCo’/‘NewCo’ vs Chapter 9 Bankruptcy

. Detroit Public Schools

($ in millions)

Legislative ‘OldCo’/'NewCo’

Annual Operating Enhancements

under ‘OldCo’/'NewCo’

* The $715.0 million total state
funding includes:
+ Legacy Debt $515.0
= Start-up Costs/Re-

investment $200.0

+ 18:mill Non-Homestead levy
generates approximately $71.5
million annually

*. Assumes Non-Homestead levy
would flow to ‘OldCo’ until
2026 - legislatively determined
timeframe or term

Chapter 9 Bankruptcy

Annual Operating Enhancements after

Bankruptcy

+ Assumes the court would redirect 13
mills -currently used for construction
debt to support operations to cover the
operating deficit and an investment

program

9.0 + *Schocl bond loan debt includes

49°0- $125m in annual debt service ($1.5b

debt outstanding) and $200m in

 existing state loans

2« “*MPSERS $240m is the estimate of

= DPS’'s unpaid pension: payments

¥« through 2017

$149.0 . Assumes DPS will fully pay both

. current and. unfunded annual pension
contribution post bankruptey







